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THE PORT OF BOSTON 


Unsolved Problems Handicap Its Contribution to the 
Prosperity of New England 


By Austin P. SULLIVAN! 





The Port of Boston has been declining in relative 
importance among the leading United States ports 
since the turn of the century. The westward and 
southward shifts in population and manufacturing 
activity have contributed to the relative decline, 
but man-made conditions have accelerated it. 
Freight-rate differentials, wartime dislocations, 
administrative obstacles, and other difficulties have 
all played a part in the still unsolved problems of 
the Port of Boston, which is not yet making its 
maximum contribution to the growth and economic 
welfare of New England. 











Boston Harsor is a gift of nature which will exist in- 
definitely. The Port of Boston is the creation of man, 
however, for the term “port” refers to all the facilities 
necessary for an active water-borne transportation 
terminal. To the extent that the Port’s problems are 
man-made, they can be corrected only by human effort. 
Despite the recent revitalization of some phases of the 
Port’s operations, its long-run difficulties have not yet 
been overcome. 

The future of New England depends upon the future 
of the Port of Boston to an extent that is not generally 
recognized. The other ports of New England are im- 
portant mostly to their local areas, while the influence 
of the Port of Boston permeates the region. 

New England is poor in natural resources and must 
import many raw materials from abroad and from other 
regions of the United States to keep its factories run- 
” SThe author, a member of the bars of Massachusetts, the District of Columbia, 
and the Supreme Court of the United States, conducted the study upon which 
this article is based with the aid of a research grant from the Federal Reserve 
Bank of Boston. Mr. Sullivan was formerly associated with the Export-Import 
Bank as counsel and is currently a special lecturer in economics at Boston Col- 


lege. The findings and conclusions of the article are the author's. They are pub- 


lished by this bank becauge of their widespread interest to the New England 
community. 
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ning. It must sell a large portion of its manufactured 
goods to outsiders to earn its living. Water transporta- 
tion is at present the only practical method of trans- 
porting heavy or bulky goods between countries in 
different continents. Water transportation is also the 
cheapest form of transportation for many commodities 
between New England and numerous other parts of 
North America. 

If the Port of Boston should go out of existence, the 
importation of wool into the United States would be di- 
verted to other ports. It would not only force increasing 
diversion of the wool market and the manufacture of 
woolen products to other areas; it would also affect 
railroad and truck transportation, financial organiza- 
tions, warehousing and stevedoring operations, ships’ 
suppliers, and indirectly retail trade, employment, and 
income throughout the region. The same is true in vary- 
ing degrees for other important commodities handled 
by the Port. 

This article is designed to set forth some facts about 
the business of the Port and the problems with which 
it is confronted, and to make some comparisons with 
current activities in other port districts. 


Recent Traffic Trends in the Port of Boston 


The Port of Boston is a transportation terminal for 
both domestic and foreign water-borne commerce. Only 
about 20 per cent of all tonnage moving through the 
Port, however, comprises foreign commerce. The rest is 
domestic and local traffic. An accompanying chart shows 
the tonnage handled by the Port by categories during 
the years 1939 and 1948 and during the first nine 
months of 1949. Domestic receipts and shipments in- 
clude both coastwise and intercoastal tonnage. Local 
tonnage represents certain intraharbor movements. 

The total tonnage for 1948 was more than 400,000 
tons greater than that for the year 1929, which was the 
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interwar peak. The increase resulted from an expansion 
in domestic rather than foreign commerce. A tremen- 
dously high proportion of the domestic tonnage, how- 
ever, constituted private bulk cargoes such as petro- 
leum products and coal. That is why domestic tonnage, 
although amounting to more than 80 per cent of the 
total, included Jess than 40 per cent of general cargo 
tonnage. Before World War II domestic tonnage had 
contributed more than 60 per cent of the total general 
cargo business. The great importance of coal and petro- 
leum in the Port’s domestic traffic also accounts for the 
heavy excess of domestic receipts over shipments, 
Most colliers and tankers leave Boston with very little 
paying cargo. 

The success of the Port of Boston requires a larger 
volume of general cargo in its domestic business. Other- 
wise Port facilities will not be used fully and it will be- 
come increasingly diflicult to justify the capital outlays 
necessary to maintain the Port and attract ships. 

The total foreign tonnage of the Port of Boston in 
1948 exceeded that in 1939, but it fell far short of the 
5,200,000-ton total for 1922 and was less than the 
figure for several other interwar years. Since the total 
foreign-trade tonnage of the United States in 1948 ex- 
ceeded that in any previous year, the Port of Boston had 
fallen behind its competitors in this phase of its opera- 
tions. In 1948 the foreign-trade tonnage was 26,228,000 
tons for the Port of New York, 16,052,000 tons for the 
Port of Baltimore, 13,969,000 tons for the Port of Phila- 
delphia, and only 3,126,000 tons for the Port of Boston. 

The decline in relative importance was not a wartime 
phenomenon. At the turn of the century the Port of 
Boston was second only to the Port of New York in the 
total volume of its foreign trade. By 1908 Boston had 
dropped to fourth place in foreign trade among the 
nation’s ports and by 1920 to sixth place. Although still 
the nation’s fifth largest tonnage importer in 1948, it 
held only forty-fourth place in export tonnage. 

In addition to the declining relative importance of 
total foreign trade through the Port of Boston, the 
situation is aggravated by the poor balance between im- 
ports and exports. Both the tonnage and dollar value 
of imports greatly exceed those of exports. In 1948, 
imports amounted to 2,827,500 short tons and exports 
were 298,850 short tons. The value of imports was 
$383,800,000 and the value of exports was $71,200,000. 
The ratio of import to export tonnage was roughly ten 
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to one; in 1939 it had been only about five to one. More- 
over, the export tonnage in 1948 was no higher than it 
had been in 1939. In general, the postwar foreign-trade 
record of the Port of Boston is not encouraging. 


Decline in Shipping Services 
The contrast between the current number of steam- 


ship lines and sailings handling general cargo and the - 


number before the war provides another indication of 
the current status of the Port of Boston. In 1939 ap- 
proximately 39 ocean-going steamship lines had regular 
sailings from Boston. ‘Today there are about 20 ocean- 


going lines which call at Boston at intervals which can: 


only be called reasonably regular. At present only one 
steamship company carrying general cargo has its home 
office in Boston. 

The coastwise trade in 1939 had seven steamship 
companies with approximately 14 sailings per week, 
exclusive of daily sailings of the Eastern Steamship 
Company between Boston and New York. Today only 
one general-cargo company has one sailing per week from 
Boston in the coastwise service. In the intercoastal trade 
there were six companies in 1939 with 13 sailings per 
month. Today there are three intercoastal lines main- 
taining six sailings per month. The drop in domestic 
general-cargo tonnage is not surprising in view of the 
drastic reduction in sailings out of the Port of Boston. 

‘Two companies which operated in the coastwise trade 
from Boston before the war sold their ships to the War 
Shipping Administration during the war. One company 
has liquidated its business entirely and the other has 
eliminated all its coastwise runs. The principal reason 
advanced by these two companies for their curtailed 
service is rising labor costs, both terminal and operat- 
ing. Each company operated at a profit throughout the 
depression of the thirties. Losses were incurred for the 
first time in 1937 and 1938. Earnings were relatively 
small during the early war years. From 1929 to 1943, 
the gross revenues of one company fell off gradually, 
while the gross revenues of the other remained about 
the same. But in each case compensation paid out in 
wages and salaries showed a steady increase relative 
to revenues. 

The increased labor costs reflected not only compen- 
sation to crews but also stevedoring and other terminal 
costs borne by the steamship companies. Ship operators 
contended that the terminal costs became unbearable 
and resulted largely from government wartime wage 
policies. Even the potential relief of rate increases 
offered little help, since competition from railroads and 
trucks held a ceiling over shipping rates. The coustwise 
and intercoastal services, unlike the carriers operating 
in foreign trade, receive no government subsidies. 

Another reason advanced for the failure of coustwise 
operators to resume Operations after the war was that 
the surplus ships sold by the federal government were 
not constructed for their trade. The operators felt that 
they could not place orders for new ships until construe- 
tion costs cume down. 

Since there is an enormous excess of receipts over 
shipments in both the domestic and foreign trade cate- 
gories, it is clear that the central problen. 4 the Port of 
Boston is how to raise the volume of outbound stip- 
ments. ‘The unoccupied cargo space in most departing 


Page 2 FEBRUARY 1950 




















7 


BRO ANzis 


Monthly 


Reuiew 


FEDERAL RESERVE BANK OF BOSTON 





~~ PROPORTIONS OF EXPORT VALUE 
SHIPPED THROUGH VARIOUS PORTS 


By 175 New Engiond Monufocturing Exporters, 1939 ond 1948 
1939 194 









New York "New York 


% 883. 809 
‘(Percenteges of NG: 
Tetel Velwe) 











vessels is unattractive to operators and hinders the 
development of comprehensive sailing schedules. 

An important natural source of larger outbound ship- 
ments is the manufacturers and other exporters in the 
territory tributary to the Port, i.e., all of New England 
except southwestern Connecticut. The use of the Port 
of Boston by New England exporters and their attitudes 
towards the Port are significant in this connection. 


Use of the Port of Boston by 
New England Shippers 


Last spring a questionnaire was sent to 503 leading 
New England manufacturing exporters as part of a 
study of various aspects of New England's foreign trade, 
and 175 companies participated. The companies were 
requested to state, among other things, the proportions 
of their export sales shipped through the portsof Boston, 
New York, and all other ports for the years 1939 and 
1948. One hundred fifty-eight companies provided in- 
formation about their use of the ports for the year 1939 
and 172 companies for the year 1948. The proportions 
of these companies’ combined exports through the ports 
are shown in an accompanying chart. 

According to the responding exporters, a higher pro- 
portion of their export business passed through the Port 
of Boston in 1948 than in 1939. Despite the 64 per cent 
increase in Boston’s share, however, the local port in 
1948 handled only one ninth of the export business of 
these companies. 

According to a foreign trade study conducted by the 
United States Department of Commerce for the year 
1928, 65 per cent of exports by New England manufac- 
turers were shipped through the Port of New York and 
1+ per cent passed through the Port of Boston. The 
findings of each study support the position that a dis- 
proportionately large share of New England's exports 
go through the Port of New York at the expense of the 
Port of Boston. In addition, the higher Boston figure for 
1928 suggests that relative use of the Port of Boston has 
shrunk in the past twenty years. Since the sample in the 
Department of Commerce study was considerably larger 
than that employed in the more recent survey reported 
here, however, the lower figures for Boston’s shares in 
1939 and 1948 are not conclusive proof that the Port’s 
proportion of New England exports has declined. 

The companir: which responded to the questionnaire 
survey were asked to state their principal reasons for 


nol making greater use of the Port of Boston. Viany 
companies advanced more than one reason. The largest 
number, OF companies, stated that their nonuse was due 
to more frequent sailings elsewhere; 86 indicated that it 
was due to their customers’ requests; only 12 offered 
lower‘total costs as the principal reason; and 57 gave 
miscellaneous reasons. Among the latter, the most fre- 
quent reasons offered were no sailings to certain destina- 
tions, export agent or department located in New York, 
and the use of rail shipments to Canada or Mexico. 

One company noted that it could save a day on de- 
liveries by shipping goods to New York rather than to 
Boston. An executive of another company wrote that 
he had made a number of attempts to ship through 
Boston with little success. He stated that Boston has 
numerous advantages over New York for his company, 
including lower inland freight costs, but that he is 
forced to ship through New York because of Boston's 
limited sailings. A company located in Boston reported 
that it uses the Port of Boston very little and arbi- 
trarily designates New York because of more frequent 
sailings to most destinations from New York. It does 
ship to Belgium from Boston, however, because it is 
sure of weekly sailings. Another company regretted that 
Boston did not have direct sailings to Cuba on account 
of the inland freight savings that could be made.? 

Many of the responding New England manufacturers 
are also oriented toward New York by their established 
export-sales channels in that city. Though most of the 
reporters have export departments at their plants or 
head offices, about one fifth export through agents. 
Almost all of those agents are located in New York. 
Moreover, many important New England manufac- 
turers have head offices in New York. 

If the shippers are willing to or prefer to ship through 
Boston where they can, then why do the carriers not 
furnish them with regular and diversified sailings? The 
steamship companies say that they would be happy to 
furnish the sailings if they could count on cargoes in 
sufficient volume. It would seem to be a “which comes 
first, the hen or the egg” situation. It is an old axiom 
that ships seek the cargoes, but under modern competi- 
tive conditions shippers seek the ports which offer them 
and their customers better delivery service. Conse- 
quently, it appears necessary to have more frequent and 
regular sailings from the Port of Boston before more 
New England exports pass through the Port. 

A report published twenty-eight years ago by the 
Army Board of Engineers and the old United States 
Shipping Board summarized very neatly why New Eng- 
land exporters did not at that time and still do not use 
the Port of Boston more extensively 3 

“Exports originating in New England are confined 

chiefly lo high class measurement goods. Such goods have 

a wide distribulion in foreign trade and must seek a porl 

having a multitude of shipping services. The shipping 

services, on the other hand, must in general seek ports 
furnishing well balanced cargoes, and particularly heavy 


cargo in abundance for dead-weight and for making up 
full loads.” 


2Since the date of the survey, a regular fortnightly sailing from Boston to 
Cuba and Mexico has been scheduled. 


3The Port of Boston, Massachusctts, Port Series No. 2 (1922) 
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Railroad Freight Rate Differentials 


A non-New England expert on American seaports was 
asked his opinion about the Port of Boston. He stated 
that Boston’s geographical position and economic en- 
vironment should give it one of the top ranking ports 
in the United States. He stated further that the railroad 
and political situations have been the main hindrances 
to its growth. 

The Port of Boston has adequate railroad facilities to 
service its requirements. The Boston and Maine, the 
New Haven, and the Boston and Albany Division of 
the New York Central all feed export shipments to the 
Port, though only the last is a trunkline railroad. The 
major source of difficulty appears to be the freight rates, 
and particularly the export rail rates for grain. 

Around 1905 the ports of Baltimore and Philadelphia 
were suffering from lack of business and were inferior 
in facilities to the ports of Boston and New York. They 
obtained an opinion from the Interstate Commerce 
Commission which permitted the railroads to reduce 
their export rail rates in favor of inland rail shipments 
to the ports of Baltimore and Philadelphia in order to 
increase their share of Atlantic port business. From time 
to time other export rail-rate differentials were estab- 
lished from inland points in the United States to favor 
rail shipments to New Orleans and to Montreal. The 
advantage which Boston and New York enjoyed in 
being nearer to Europe and other foreign markets was a 
consideration in the rate adjustments. The preferential 
rail rates were intended to compensate the southern 
ports for the higher ocean freight rates charged at that 
time because of their less favorable location. 

Over a period of twenty or more years after the rail- 
rate differentials were established, however, ocean 
freight rates from all Atlantic and Gulf ports were 
equalized. Even though the Gulf ports are farther than 
the North Atlantic ports from most of the important 
foreign shipping points, the Gulf cities gained a decided 
competitive advantage because of the rail-rate prefer- 
ences. For example, as of September 30, 1947, the all- 
rail rates for electric refrigerators from Chicago and 
Cincinnati to New Orleans for export to Europe were 
$.98 and $.79 per 100 pounds, respectively. Similar rates 
to New York, which is closer to those inland cities, were 
$1.10 and $.92 per 100 pounds. The export rail rates to 
Boston were the same as those to New York. Rate in- 
creases since 1947 have increased the differentials be- 
tween rates to the North Atlantic and Gulf ports. 

The ports of Philadelphia and Baltimore have similar 
advantages over New York, Boston, and the other New 
England ports. 

At present, the export railroad rates from Buffalo for 
grain carried down the Great Lakes by vessel give Balti- 
more and Philadelphia an advantage of 14 cent per 100 
pounds over New York and Boston. The all-rail export 
rates for grain shipments from the Central Freight 
Association territory (the middle of the country) to 
North Atlantic ports give Baltimore an advantage of 
1% cents and Philadelphia an advantage of one cent 
over New York and Boston. Portland, Maine, has the 
same rate as New York and Boston in each case. 

A rate controversy between the New York Central 
Railroad and the Baltimore and Ohio Railroad is now 


pending before the Interstate Commerce Commission. 
A short time ago the New York Central Railroad re- 
duced its “ex-lake” Buffalo rate by 4 cent for grain 
shipments to Boston and New York in order to equalize 
it with the rates of competing railroads to Baltimore 
and Philadelphia. The Baltimore and Ohio protested 
this reduction to the 1.C.C., which issued an order to 
suspend the reduced rate pending a hearing. 

The ports of Boston, Portland, and New York, in con- 
junction with the Boston and Maine Railroad, are 
actively backing the New York Central position. The 
ports of Baltimore and Philadelphia, as well as the 
Pennsylvania Railroad and the Western Maryland Rail- 
road, are backing the Baltimore and Ohio. Although the 
rate differential is only 14 cent per 100 pounds, it is im- 
portant to the buyer or shipper in transactions involv- 
ing thousands of tons. So long as the differential con- 
tinues, it is unlikely that Boston will get very much of 
this business. 

The grain shipments which stand to be diverted, in 
the “‘ex-lake” case, from Baltimore and Philadelphia to 
Boston, New York, and Portland, originate west of the 
Great Lakes on both sides of the Canadian border. They 
move by boat from Duluth and other western reaches 
of the Great Lakes and are transferred to the railroads 
at Buffalo. The New York Central has a direct connec- 
tion from this point to the Port of Boston. The Boston 
and Maine can secure some of this business by virtue 
of its connections with the New York Central and other 
roads serving Buffalo at the Hudson River Gateway. 

Since two rail carriers are the principal adversaries 
in the grain-rate case, there appears to be a_ better 
chance that the rates will be equalized than there was 
in the twenties when the Maritime Association of the 
Boston Chamber of Commerce petitioned for rate ad- 
justments. A further helpful step would be the equaliza- 
tion of the export rail rates for all commodities from the 
Central Freight Association territory, which now favor 
Baltimore, Philadelphia, and New Orleans. If the Port 
of Boston could compete equally for business originating 
in the Midwest, it might hope for increased shipments 
of both grain and general cargo. 

The increased export business from expanded grain 
shipments is not the only possible benefit to the Port 
of Boston. In addition, expanded grain shipments would 
provide more “bottom cargo” (any bulky fungible com- 
modity), which the ocean carriers require before they 
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will furnish more sailings from the Port. Without this 
“bottom cargo,” the carriers are forced to use non- 
paying ballast for deadweight. New England exporters 
of general cargo state that if there are more frequent 
and diverse sailings, they will make greater use of the 
Port of Boston. 

The course of export grain shipments through the 
Port of Boston during the last thirty years is shown in 
an accompanying chart. Shipments have been small, 
except during the early twenties and the World War II 
and postwar period. Only the increased grain shipments 
of the last few years have made it possible for exports 
from the Port of Boston to remain at their prewar level. 
Since European agriculture has recovered substantially 
from its wartime dislocations, however, the recent heavy 
grain exports from the United States can hardly con- 
tinue. Boston’s grain shipments may be expected to 
shrink drastically during the next few years unless the 
rail-rate disadvantages are corrected. 


Standardization in Ocean Rates 


We have stated that ocean freight rates to most im- 
portant foreign ports are the same for all Atlantic and 
Gulf ports. The competitive significance of this situa- 
tion for the various ports is apparent, particularly in 
view of the export rail-rate differentials. The nature of 
these standard ocean rates and their origin deserve 
some consideration. 

Boston and Portland are both nearer to all European 
and Mediterranean ports and to India than are any 
other Atlantic or Gulf ports. Boston is 1,740 statute 
miles (three to four days steaming time) closer to 
Calcutta than is New Orleans, yet the ocean freight cost 
to the shipper is the same from either port. Boston is 
1,926 statute miles nearer than New Orleans to Bor- 
deaux, yet the ocean freight bill is identical whether the 
ship leaves Boston or New Orleans. Boston is closer to 
the east coast of South America than any other major 
American port except Norfolk, Virginia. It is 512 statute 
miles closer than New Orleans to Buenos Aires. This 
may represent a day's sailing time, yet the ocean freight 
rates are identical. 

Ocean rates are set in peacetime by the various ocean 
ship conferences to which American and foreign flag 
ships may belong. Most of the carriers which sail from 
Boston belong to the several North Atlantic steamship 
conferences whose rates to and from foreign ports are 
the same as those set by conferences for the South 
Atlantic and Gulf ports. 

During World War I, the old United States Shipping 
Board permitted the equalization of ocean freight rates. 
Equal rates were established for North and South 
Atlantic ports. The measure was taken to facilitate the 
sudden diversion of traffic to minimize port congestion. 
A ship's captain, when he left a foreign port, might not 
know whether the ship would land at Boston or 
Savannah. Under the urging of delegates from the Gulf 
states, these equalized ocean rates were later extended 
to all Gulf ports. 

One would think that it would be to the advantage of 
ocean carriers in the North Atlantic Ports Conference 
to reduce their rates to KMurope and othe? points, he- 
cause their gross profit margin should be larger than 
that of operators who sail from the Gulf with three or 


four days additional steaming time. In 1948 leading 
North Atlantic steamship companies did in fact attend 
a meeting to explore the possibility of lower ocean rates 
to compensate for the rail-rate differential enjoyed by 
the Gulf and South Atlantic ports. 
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The opinion of the representatives of the northern 
steamship companies who attended the meetings was 
that any reduction which they might make in their rates 
would immediately be met by their southern competi- 
tors. The northern operators contended that the Gulf 
and South Atlantic ocean carriers regard the general 
cargo attracted from the Midwest as so much “velvet” 
and that under no circumstances would they let this 
business slip away from them. 

The Maritime Commission subsidizes the costs of 
building and operating American ocean-going ships to 
equalize their costs with foreign costs. It may be that 
the method of calculating the subsidies has in effect 
helped the South Atlantic and Gulf steamship com- 
panies to compete with North Atlantic operators over 
longer distances at the same freight rates. 

During the past few years the demand for ocean 
freight service has been unusually high. Competition in 
the steamship business has been greatly reduced. Ocean 
carriers have frequently insisted that cargoes which 
they might be willing to pick up at Boston under more 
competitive conditions be delivered at other ports. So 
long as shippers vied with one another for space, the 
carriers were less interested in making separate calls at 
Boston. With the return to a buyer’s market, in ship- 
ping as well as in other economic activities, there may 
be a resumption of at least some of the sailings which 
were withdrawn from Boston after the war. It is also 
still possible that carriers in the several North Atlantic 
conferences may find that they can adjust their rates to 
capitalize on whatever cost advantages they enjoy over 
South Atlantic and Gulf carriers. 


The Port of Boston Authority 


The second major hindrance to the development of 
the Port of Boston arises from faulty legislation and the 
administrative difficulties which stem from it. 

Prior to 1945 the old Boston Port Authority was the 
organization charged with operating the Port. Tt had an 
amorphous administrative structure with responsibility 
divided between the Commonwealth and the City of 
Boston. Its powers were few and its funds small. The 
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docks had become run down, and other port facilities 
were badly in need of repair and modernisation, 

li 1945 legislation passed by the General Court of 
Massachusetts established the present Port of Boston 
Authority. The law placed the new Authority under the 
state government. It granted new powers to the Author- 
ity and authorized a bond issue of $15 million for the 
improvement of port facilities. A prior bond issue of 
$4.7 million had been authorized by the Legislature in 
1941 ta provide for state acquisition and improvement 
of the Mystic Docks Terminal of the Boston and 
Maine Railroad. 

Several projects have been started or planned by the 
new Authority under the bond authorizations. The pro- 
jects are for the improvement of docks and other facili- 
ties, such as grain elevators. New grain-handling equip- 
ment is to be installed at Hoosac pier which will increase 
the ship-loading rate from 10,000 to 30,000 bushels of 
grain per hour. Similar improvements will be made at 
the East Boston pier of the New York Central Railroad. 
These new facilities should attract more business to 
Boston, especially if the grain export railroad rates 
are adjusted. 


Port Organization 


The 1945 legislation was undoubtedly an improve- 
ment over what had existed before. The question re- 
mains, Is it good enough? The principal criticism of the 
new Authority from the viewpoint of administration is 
its lack of sufficient autonomy. All revenues earned by 
the Port of Boston Authority are turned directly into 
the state treasury. Each year the state legislature ap- 
propriates funds to cover operating costs and regular 
repairs and maintenance for the ensuing year. All con- 
tracts for the purchase of piers, warehouses, grain ele- 
vators, and other property must be approved by the 
governor and council. All leases for more than five years 
entered into by the Authority must be approved by the 
governor and council. It is apparent that under such 
administrative limitations there is divided responsibility 
between political officeholders and professional adminis- 
trators. In view of the provisions of the statute, real 
authority in the administration of the Port rests with 
the former, not the latter. 

A strengthening of the administrative procedure for 
the selection of personnel deserves additional study. 
The “expert personnel” of the Port Authority is not 
at present subject to Civil Service requirements. The 
director of the Port, who is responsible for the success 
of its administration, does not have complete authority 
for the hiring and firing of his staff. He needs specialized 
and qualified assistants. Managerial ability always plays 
an essential part in building up a lagging enterprise. 


The director is responsible to a five-man Board of . 


Commissioners, which is appointed by the governor with 
the advice and consent of the council. There are no 
established standards for the eligibility, qualifications, 
or tenure of these commissioners, except that the 
governor may not remove a commissioner without the 
advice and consent of the council. A commissioner who 
is appuinted may have had no experience in ocean trans- 
portation, port operation, or foreign trade. 

The administrative structure of the New York Port 
Authority has fairly well-defined standards for the 
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selection of personnel and for operating proeedures: It 
is wa bi-state organisation established by New York and 
New Jersey. It has broad powers over the docks, air- 
ports, bridges, tunnels, and ferries of the port area. The 
governors of the states of New York and New Jersey 
appoint the members of the policy-making board from 
a list of leading businessmen. The New York Port 
Authority operates according to business principles and 
is expected to cover costs out of revenues from opera- 
tions. The autonomous nature of the Authority gives 
it more of an opportunity to make decisions as any 
business firm would. 

Other principal ports have various types of adminis- 
trative procedures and plans. The Philadelphia Depart- 
ment of Wharves, Docks, and Ferries has at present 
limited jurisdiction over the Port of Philadelphia. The 
states of Pennsylvania and New Jersey, through the 
Delaware River Joint Commission, recently engaged a 
firm of engineers to make a preliminary survey and to 
submit recommendations for a bi-state authority over 
the Delaware River ports similar to the New York Port 
Authority. The engineers submitted their report in 
February 1948. The necessary legislation was adopted 
by the State of New Jersey and is now being con- 
sidered in Pennsylvania. 

The Port of New Orleans, which has been competing 
vigorously with all other ports in the eastern part of the 
country, operates as a public authority under a Board 
of Commissioners. There are, however, some striking 
differences between its administrative form and that of 
the Port of Boston Authority. When Sam Houston 
Jones was elected governor of Louisiana in 1940, he 
sponsored an amendment to the laws applicable to the 
Port which set up the Port Authority as an independent 
agency. The law, as amended, still remains in force. 

All successors to the original members of the Board 
of Commissioners are appointed from a group of ten 
nominees — two each of the New Orleans Association of 
Commerce, the New Orleans Steamship Association, 
and three other similar groups. The remaining members 
of the Board of Commissioners narrow the field to three 
of the nominees, and the governor is restricted to these 
three in making the new appointment. No member of 
the Board may hold office in any political party or 
organization; the appointments are made by the gov- 
ernor without the advice or consent of the senate; and 
there may be no removal except for cause and after 
public hearing before three disinterested persons. ‘The 
Board has freedom to organize or reorganize all ad- 
ministrative departments of the Authority, and to fix 
duties, powers, and compensation of personnel. The 
Board has broad powers to borrow money and issue 
notes or bonds, to lease properties, to create industrial 
districts, and to exempt property within such districts 
from taxation. Administrative authority is vested ex- 
clusively in the Board of Commissioners and is not 
shared with elected officials. 

The Board of Commissioners of New Orleans has 
never defaulted on its bonds and has operated largely on 
revenues from wharfage, leases, warehouse charges, and 
other payments for like services. The only exception to 
operation out of revenues is a gasoline tax allocation of 
0.45 of one cent per gallon authorized for port purposes 
by the state legislature in 1931. In the Board’s 52nd 
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Annual Report for the year 1948, the consolidated 
assets of the Port) of New Orleans are shown at 
$18,207,000. Consolidated gross revenues for 1948 are 
stated at) $7,924,000 and net revenues before depre- 
ciation at $2,419,000. 


Need for Joint Community Action 


The shortcomings of the Port of Boston can probably 
he blamed on the community-at-large; they are shared 
by all groups. 

Almost a century ago the London Times referred to 
the competition of the clipper ships operated by the 
ancestors of some of the present generation of Boston 
business leaders: 4 


“We must run a race with our gigantic and unshackled 
rival. We must set our long-practiced skill, our sleady 
industry, and our dogged delerminalion, against his 
youth, ingenuity, and ardor. It is a father who runs a 
race with his son. A fell necessily constrains us and we 
must not be beat.” 


Consider some of the things that New Orleans has 
accomplished since the reorganization of 1940 and how 
appropriate the quotation of the London Times is if we 
substitute New England for old England, and New 
Orleans for the New England of that era. 

Within the past few years the Port of New Orleans 
has established an International House and an Interna- 
tional Trade Mart out of private funds. The former cost 
around $1,000,000 and now has a membership of 2,500. 
The latter cost $1,250,000 and was organized by the 
same group. The Mart is heavily leased, and its revenue 
is sufficient to cover all expenses, including bond serv- 
icing. Both institutions were established for the purpose 
of developing the international trade of the Mississippi 
Valley with the rest of the world. Membership already 
includes traders from all over the world. Secretarial serv- 
ice in many languages is available at International 
Hlouse, and interpreters at the Mart facilitate negotia- 
tions between exhibitors and customers. 

New Orleans also installed the second foreign trade 
zone in the United States under the Foreign Trade 
Zones Act. New York had the first such zone as a result. 
of action taken in the mid-thirties. 

The development of the Port of New Orleans was 
largely the result of the imagination and enterprise of 
private individuals who conducted a strenuous cam- 
paign to develop a broadly based spirit of cooperation. 
They pointed out to the merchant, the butcher, the 
barber, and the manufacturer that every time an ocean- 
going vessel came to port it brought with it $100,000 
of business which otherwise would be lost to the com- 
munity. Employees of the Port Authority joined every 
civic body in the community and seized all opportuni- 
ties to talk about the advantages which the port offered 
its citizens. 

The ports of New Orleans and Boston may have had 
different. rates of growth because there are more busi- 
ness Ieadera in the southern city who have a direct 
stake in the welfare of the port. One individual, for 
example, is a leading banker and also a principal owner 
of a steamship company which has its home office in 


4CranK, ARTHUR H., The Clipper Ship Era (1843-1869), Putnam's and Sons 
(1910), p. 99, 
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New Orleans. Almost all the steamship lines which 
serve Boston have their home offices elsewhere. 

The labor situation at the Port of Boston has fre- 
quently been attacked as a handicap to the success of 
the Port. The chief criticism has been that Boston's 
longshoremen are too prone to “feather-bedding” prac- 
tices. A person highly respected in Boston's foreign 
trade circles said that Boston’s longshoremen are just 
as good as those at New York or other competing ports. 
He added, however, that Boston has earned a reputa- 
tion, whether or not justified, as a high-cost port with 
respect to labor. 


Some Proposals 


Nearly 14 years have elapsed since Fugl-Meyer, direc- 
tor of the free port in Copenhagen, investigated for the 
former Boston Port Authority the desirability of estab- 
lishing a foreign trade zone at Boston. He recommended 
against such a move. Since that time, however, condi- 
tions have changed considerably. .The foreign trade 
zones law has been amended. In addition to New York, 
the location of Trade Zone No. 1, new zones have 
opened at New Orleans, San Francisco, and most 
recently at Los Angeles and San Antonio. Other ports 
have filed applications with the Foreign Trade Zones 
Board. It appears that the Board might be receptive to 
an application from the Port of Boston. A new survey 
of the possibilities of installing a zone at Boston would 
seem to be appropriate. 

The success of International House and the Interna- 
tional Trade Mart in New Orleans suggests that Boston 
should investigate the desirability of initiating similar 
organizations designed to assist the development of 
its port. 

A reorganization of the finances of the Port of Boston 
Authority is also an evident need. For the year 1948, 
the Authority reported total revenues of $542,000 and 
total operating expenditures of $659,000, including 
dredging and filling costs of $72,000. Even if the im- 
provement costs are excluded, the Authority operated 
at a deficit. 

If additional revenue-earning assets such as the new 
Mystic Bridge and the Sumner Tunnel were transferred 
to the Authority, it might operate without the un- 
certainty of having to depend on annual legislative 
appropriations. It is rather unlikely that the Port of 
Boston may expect the good fortune of the Port of 
Long Beach, California, in this respect. While dredging 
the harbor in 1936 it struck oil, from which it now 
receives $1,250,000 per month in revenues. 

The opportunity for more businesslike management 
could also be increased if the Port of Boston Authority 
had greater autonomy as is the case at New Orleans. In 
this connection it would seem highly desirable to have 
a Board of Commissioners appointed under a system 
similar to that. employed at New Orleans. 

It is in the interest not only of Boston but also of 
most of New England to help the Port of Boston make 
ita maximum contribution to the regional economy: ‘The 
potential savings in time and money to New England 
manufacturers by exporting through the Port of Boston 
may constitute a competitive advantage which they 
cannot afford to ignore. 
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Postwar Changes in New England’s 
Business Population 





The number of manufacturing firms in New Eng- 
land increased from 22,000 to 27,100 between the first 
quarter of 1944 and the first quarter of 1949. The 
region’s manufacturing business population reached 
a peak of 29,500 in 1947 and then gradually declined. 
Over the same five-year period New England’s total 
business population rose from 217,400 to 269,700 
firms. The postwar high of 274,100 in total popula- 
tion came in 1948, and the subsequent decline was 
not as great as that in manufacturing. 

All of the region’s major industrial divisions ex- 
cept mining and quarrying and all of the six states 
shared in the growth in number of firms. The in- 
crease of 24 per cent in New England’s business 
population from 1944 to 1949 was somewhat less 
than the 30 per cent increase for the United States. 











THE geographical distribution of business firms and the 
changes in their number over a period of time are valu- 
able measures in analyzing and interpreting regional 
shifts and changes in economic activity. During the war 
years, the many disrupting influences brought to bear 
on the economy distorted the significance of business 
population data. The readjustment of industry and 
trade to peacetime conditions has helped to re-establish 
the importance of this information in the study of 
regional, state, and national economic problems. 

Business population data for states and regions have 
been improved greatly by the release of detailed annual 
estimates by the United States Department of Com- 
merce.’ In the past, lists compiled by state development 
and promotion agencies and estimates made by state 
and local authorities were the principal sources of data 
relating to the size of the business population by states. 
Those estimates relied on information obtained from 
local chambers of commerce, state labor departments 
and other state agencies, telephone and trade direc- 
tories, and miscellaneous sources. The greatest weakness 
of such estimates was their tendency to overlook the 
very small firms with few, if any, employees. Other 
alternative sources of information have also had serious 
weaknesses such as limited coverage. 

The new estimates of the Department of Commerce, 
which will be released annually in the future, provide 
a more accurate appraisal of the business population. 


The first report covers the years 1944 to 1949. Complete 


utilization of information from the Bureau of Old Age 
and Survivors Insurance, Bureau of Internal Revenue, 
Bureau of the Census, Bureau of Mines, and various 
state agencies has corrected many of the deficiencies of 
other less complete estimates. The new series relates to 
numbers of firms rather than numbers of establishments, 


YSee “State Estimates of the Business Population,” Survey of Current Business, 
December 1949, United States Department of Commerce. 


and there are no cut-off points to eliminate the smaller 
companies from the tabulation. 

An analysis of the changes reported by the Depart- 
ment of Commerce in manufacturing and the other 
categories of business population from 1944 to 1949 
reveals many significant changes in the economic struc- 
ture of New England. 


The Postwar Manufacturing Population 
of New England 


New England's factories provide the base for the en- 
tire regional economy, and changes in the number of 
those factories are of vital significance to the long-term 
economic health of the area. New England depends on 
the success of manufacturing for its economic well-being 
to a greater extent than any other region of the country. 
In 1946, about 44 per cent of New England’s workers 
were engaged in manufacturing and construction activ- 
ity. Only 33 per cent of the workers in the country were 
so engaged. In 1948 factory payrolls accounted for 32 
per cent of total New England income payments. The 
national average was 22 per cent. Manufacturing is also 
indirectly the main generator of income in construction, 
services, and trade in this area. 

During the first quarter of 1949 manufacturing firms 
accounted for 10.1 per cent of the total New England 
business population, compared with a national average 
of 7.8 per cent. The proportion of manufacturing firms 
is higher in New England than in any other region of 
the country. Manufacturing contributed almost 10 per 
cent of New England’s increase in business population 
between March 31, 1944 and March 31, 1919; only 
seven per cent of the national increase was attributed to 
growth in manufacturing population. 

The number of manufacturing firms in New England 
increased by 23 per cent between 1944 and 1949, This 
growth was lower than the 27 per cent increase recorded 


GROWTH OF BUSINESS POPULATION 
IM THE MEW ENGLAND STATES 
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for the nation, but it was higher than that realized in 
the other highly industrialized states of the Middle East 
and Central regions. The higher national figure resulted 
from the rapid expansion of manufacturing population 
in the ar West, Southwest, and Southeast. 

The number of manufacturing firms in operation in- 
creased steadily in New England and in the United 
States from 1944 to 1947, a period marked by the end of 
the war and the reconversion of manufacturing plants 
to the production of peacetime goods. A resurgence of 
activity in the consumer-goods industries accompanied 
the contraction in military production. 

In 1947 there were 29,500 manufacturing firms in 
operation in New England, which represented an in- 
crease of 34.1 per cent from the 1944 total. For the 
country the increase over the same period amounted to 
36.6 per cent. New England’s relatively better showing 
between 1944 and 1947 than over the full five-year 
period was due in large part to the predominance of the 
nondurable-goods industries in the area. With the re- 
moval of wartime restrictions on production and prices, 
there was a rapid influx of new firms into the soft-goods 
industries, such as shoes and textiles, as they stepped up 
their output to satisfy the backlog of consumer demand. 

As the supply lines in various soft-goods industries 
filled, readjustments to more normal peacetime levels 
of output began to take effect. During late 1946 and 
1947 some nondurable-goods groups experienced a slack- 
ening in the demand for their products. From 1947 to 
1949 the need for adjustments spread to almost all 
industries, and manufacturing population slid down- 
ward both in New England and in the rest of the 
country. During that two-year period, the decline in the 
number of active manufacturing firms in the United 
States was 6.8 per cent, slightly less than the New Eng- 
land decline of 8.1 per cent. 

Within New England, all six states contributed to the 
growth in manufacturing population from 1944 to 1949. 
The increase was 18 to 19 per cent for all states except 
Rhode Island (50 per cent) and Maine (29 per cent). 
Most of the gains occurred between 1945 and 1947. 
When the number of manufacturing firms began to 
decline, New Hampshire and Rhode Island held their 
gains longer than the other states. Vermont recouped 
its losses of 1948 and in early 1949 had the same number 
of manufacturing firms in operation as in 1947. 
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MANUFACTURING POPULATION AKD EXPLOYMENT 
NEW ENGLAND AMD UNITED STATES, 1944- SIX MONTHS, 1949 
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INCREASE IN TOTAL BUSINESS POPULATION 
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Manufacturing Population 
vs. Manufacturing Employment 


Even though the number of manufacturing firms in 
New England increased from 1944 to 1946, the total 
number of employees in manufacturing declined. It was 
not until the period 1946 to 1947 that both employment 
and number of firms increased together. Even then the 
manufacturing population increased more rapidly than 
employment and continued to reflect the entrance of 
new small enterprises seeking to take advantage of mar- 
ket opportunities. Manufacturing employment in the 
United States followed a pattern similar to that in New 
England until 1947, but it increased to a peak in 1948 
and declined less in 1949. New England felt the effects 
of the inventory recession in its manufacturing employ- 
ment more severely than the nation as a whole. 

The average size of the work force of New England’s 
factories shrank from 72 to 48 employees between 1944 
and 1949. The reduction in firm size resulted in part 
from the contraction in manufacturing employment and 
in part from the increase in the manufacturing popula- 
tion. The size of the average United States firm also de- 
clined over the five-year period but at a lower rate than 
that in New England. There was a smaller margin be- 
tween the average sizes of New England and United 
States plants in 1949 than at any time since 1944. 

A comparison of changes in manufacturing employ- 
ment and in the number of manufacturing firms by New 
England states reveals some interesting divergent move- 
ments. States with large proportions of factory em- 
ployees in nondurable-goods industries experienced the 
greatest growth in employment and also had the largest 
gains in number of manufacturing firms during the 
reconversion years from 1944 to 1947. On the other 
hand, those same states had the smallest gains in manu- 
facturing employment from 1939 to 1947 and had low 
location-advantage ratios.? States with large percent- 
ages of factory employees in durable-goods industries 
had the greatest gains in manufacturing employment 





CE US Depertmoent of Commerce 








2See Monthly Review for September 1949, page 9. 
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from 1939 to 1947, had the highest location-advantage 
ratios, and had smaller postwar increases in the number 
of manufacturing firms. 

The postwar gain in manufacturing firms seems to’ 
have been directly associated with (1) the extent to 
which markets expanded and (2) the extent to which 
manufacturing processes in the various states could 
adapt themselves to the new market conditions. Maine 
and Rhode Island had superior records in adding new 
manufacturing firms to their business populations be- 
tween 1944 and 1949. The importance of lumbering in 
the composition of Maine manufacturing, the low initial 
investment required for a small sawmill, and the state’s 
substantial number of very small lumber operators were 





CHANGE IN NUMBER OF FIRMS IN OPERATION 
NEW ENGLAND AND UNITED STATES BY MAJOR INDUSTRY DIVISIONS 
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largely responsible for Maine’s greater than average 
increase in manufacturing population. 

In Rhode Island, however, the gain in manufacturing 
firms was synchronized with the closing of several large 
textile and steel-products mills and an unusually large 
increase in the demand for “miscellaneous” manufac- 
tured products, such as jewelry, for which initial capital 
requirements are small. Rhode Island had a greater than 
regional rate of increase in the number of firms in the 
textile, apparel, and leather group, and in the manufac- 
ture of jewelry. In general, large numbers of new firms 
seem to spring up where sizable established firms have 
left the field of manufacturing or in lines which require 
a small investment. This growth occurs most readily in 
areas which have surplus labor and plant space of almost 
any type. 


Growth in Total Business Population 


Although the number of manufacturing firms is only 
one part of the total business population, changes in the 
total were closely related to changes in the manufactur- 
ing population between 1944 and 1949. In each region 
of the country the rate and timing of growth were very 
similar for both the overall business population and for 
the manufacturing category. 

Those regions which showed the greatest growth in 
the total number of firms had the largest gains in manu- 
facturing population, and those regions with the smallest 
increases in total business population registered the 
smallest gains in the number of manufacturing firms. 


New England’s rate of growth in both total and manu- 
facturing population was fifth highest among the seven 
regions into which the Department of Commerce divided 
the country. This area’s 24 per cent advance in the total 
number of business firms over the five-year period was 
somewhat less than the 30 per cent gain in the country 
as a whole. The Middle Kast and Central regions showed 
even smaller increases than New England. 

In both New England and the United States total 
business population showed year-to-year gains from 1944 
until 1948. The most rapid increases occurred between 
1945 and 1947. Only the Middle Kast and the Southeast 
recorded further gains from 1948 to 1949. New Eng- 
land’s loss of total business population during the last 
year of the period was relatively greater than that of 
any other region in the country except the Far West 
and the Northwest. 

All industrial divisions shared in the increase in total 
national business population, although their rates of 
increase differed greatly. There was an absolute decline 
in the number of mining and quarrying firms, however, 
in New England and in three other regions. New Eng- 
land’s percentage gains were less than those for the 
United States in every industrial category. 

New England’s major industrial categories made their 
greatest gains in numbers of firms during the period 
of most rapid growth in total business population be- 
tween 1945 and 1947. Contract construction, retail 
trade, the service industries, wholesale trade, and fi- 
nance, insurance, and real estate continued to show in- 
creases until 1948. The population in the other indus- 
trial divisions leveled off or declined after 1947. Between 
1948 and 1949 the drop in the number of firms in New 
England spread from manufacturing to most other types 
of economic activity. Wholesale trade just maintained 
its gains, and contract construction alone continued its 
expansion in population into 1949. Construction was 
aided by an enormous backlog of accumulated demand 
that was far from satisfied by 1949. 

There was a smaller spread among the rates of growth 
in the total business population of the New England 
states than among their increases in) manufacturing 























NEW ENGLAND BUSINESS POPULATION 
BY TYPE OF INDUSTRY, 1944-1949 
120); ' ' ! 120 
Pr eee betel) 
27” Retoll Trode 
oe | 
10 aneen 100 
pemenrome 1 — = = Ss 
3 00 60 i 
Gna © came 0 ES CED Ocmes 
i ee Tae Industries $ 
t en 2 ae © x 
& 40--- ! \ «8 
. All Other industries* . 
-guansecenerser ser er ereeencaueep 2 
eodeccececooes® 3 
pasecoe® yes pa 
ec jonutocturing oe Contract Construction - 3 
ee ae 
ee 0 Ce ot mee © + mm oo oc cum 66g 
“see oe Wholesale Trade 
oe | { | | 
1944 1945 1946 1947 1948 949 
nag i Gnd Orher Pubite Widiet, end Fieenee, meerenee, 
204 Heel Cetete. SOURCE Y 9 Depariment of Gommeroe 














Page 10 FEBRUARY 1950 

















SS a 


smn ths ttt emt Aalc-eaee, et pr rteeeeticecmanatieniamaaaalalai 


Monthly Reuiew 


FEDERAL RESERVE BANK OF BOSTON 




























f BUSINESS BIRTHS AND DEATHS 
NEW ENCLAND AND UNITED STATES, 1944-1948 
200 | 
U.S. ENTRANCE RATE 
¥ is0 | wo ? 
a 
8 "Us DiscomMUNCE RATE comet 
§ sok een cast aa 
i | ILE. DISCONTINUANCE RATE | 8 
0, } } | | ) 
Oe OP I AAMT 











population. The different rankings of the six states in 
rates of increase by industrial divisions were largely 
offsetting. The proportionate increase in the number of 
all business firms in Rhode Island exceeded that in the 
other five states, but the margin was considerably 
smaller than for manufacturing population alone. In 
general, the conditions fostering growth in the business 
population were similar in all New England states. 


Business Births and Deaths 


Another pertinent consideration in the analysis of 
state and regional changes in business population: is the 
rate of business births and deaths. The net change in 
number of firms in operation in any year depends on the 
difference between the numbers of firms starting busi- 
ness and discontinuing business. A high entrance rate 
in and of itself tells little if one does not know how many 
firms have gone out of business. 

The entrance rate in New England jumped from 78 
new firms to each 1,000 firms in operation in 1944 to 166 
in 1946. By 1948 the entrance rate had fallen to a post- 
war low of 74. Even in the peak year of 1946, the rate of 
new-firm formation in New England was below the rate 
for the United States as a whole. The New England 
entrance rate was the lowest for any region of the 
country in each of the five years except 1946 for which 
data are available. It averaged 103 over the five-year 
period, in contrast with the average rate of 129 for the 
entire United States and the top regional average of 193 
for the Far West. 

Although the entrance rates for new firms in New 
england were the lowest in the country during the years 
1944 to 1948, the discontinuance rates were also the 
lowest. The average yearly rate of discontinuances in 
New England over the period was 57 firms out of each 
1,000 firms in operation. The rates were 74 for the 
United States and 99 for the Far West. The regions 
which enjoyed the greatest postwar growth also had the 
highest discontinuance rates, since the mortality rate 
for new firms is higher than the rate for established 
business firms. 

The size of the business population in any state or 


region is directly associated with the size of the area’s _ 


human population and its income level. The accompany- 
ing diagrams show these relationships for the New Eng- 
land states. Massachusetts had the largest number of 
business firms in 1948. This top position accompanied 


its lead in both income and civilian population. The 
states which had lower incomes and fewer people in 1948 
also had progressively smaller numbers of business firms. 

Because of wartime distortions, however, it is impos- 
sible to draw significant conclusions about the relation- 
ships. among rates of change for these three series be- 
tween 1944 and 1949. For example, except for New 
England the regions with the largest increases in busi- 
ness population had the smallest increases in income 
payments, and the regions with the smallest increases in 
business population had the largest increases in income 
payments. Comparisons between the percentage in- 
creases in human population and business population 
show a similar situation for all regions of the country 
except the Far West. 

These contradictory relationships probably arose in 
part out of the wartime inducement for persons to mi- 
grate to the older, more industrialized areas, where 
factory jobs were more plentiful and per capita income 
was higher. 

In addition, the number of business firms for each 
1,000 in the human population was higher in 1944 in 
the areas showing the lower rates of postwar growth 
than in the areas with the higher growth rates. The 
older, more heavily industrialized areas had less oppor- 
tunity to expand. 

Rhode Island was the only New England state in 1944 
for which the ratio of business firms to human popula- 
tion was lower than the national average. Rhode Island’s 
greater relative growth of business population after the 
war was partly the result of the extremely low 1944 
base. The same factor also explained the better than 
average postwar gains of the Southeast and Southwest. 

The lower than average rate of growth in all of New 

‘ngland’s business population in the postwar years was 

due to a great extent to the region’s high state of in- 
dustrialization in the prewar period. During the war 
years, the expansion of manufacturing in this area was 
hampered by the limitations of available labor. With 
the region’s main generator of income receiving less 
benefit from wartime expansion than was true for the 
United States as a whole, it is not surprising that the 
rate of growth of the region’s total business population 
was below the national average. Nevertheless, over the 
period from 1944 to 1919 the area held its own with the 
other mature regions of the national economy. 
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1949 Bank Profits 
Off in Boston, 
Up Outside | 


THE RESULTS of New England member bank operations 
during 1949 were mixed. As a group the Boston banks 
reported a decline of 2.8 per cent in net profits, which 
contrasted sharply with a 35 per cent increase at the 
banks outside. In Boston, net profits were about 5.5 
per cent of total capital accounts — about the same as 
the rate earned in 1948. Outside, the rate earned on 
capital increased somewhat and approached six per cent. 

Both groups of banks reported increases in total 
earnings and in net current earnings. In Boston, how- 
ever, larger net losses and charge-offs and transfers to 
valuation reserves were reflected in reduced net profits. 
In the nation, member banks reported that aggregate 
increases in net profits amounted to 10 per cent and the 
rate earned on capital was 7.6 per cent. 

More fundamentally the differences in operating 
results among the classes of New England banks reflect 
the changes in size and composition of the banks’ 
portfolios as well as changes in yields on member bank 
holdings of U. S. securities and loans. 

The changes in portfolio composition and rates of 
return on earning assets were induced in part by sym- 
pathetic reaction to developments in general business 
and in part by action taken by the monetary authori- 
ties during the year. 

One manifestation of the recession in business activity 
was the fall of commodity prices during the first six 
months of 1949. The over-all index, however, tended to 
stabilize during the second half of the year and the 
prices of some commodities turned upward. Unlike the 
decline in 1948, which was largely concentrated in agri- 
cultural commodities, the drop in wholesale prices in 
1949 was widespread. It included many of the indus- 
trial and manufactured goods in which this district 
specializes. Production dropped more severely than was 
warranted by the actual level of consumption. 

In response to the slackening of business activity the 
monetary authorities lowered margin requirements, and 
consumer credit terms were eased prior to the lapse of 
Regulation W on June 30. Reductions were made in 
required reserves between April and September, which 
released about $200 million of funds to district banks 
for lending or investing. The trend toward moderately 
higher interest rates which was evident in the spring was 
abandoned in favor of a positive easy money policy. 
These actions, coupled with official statements about 
the underlying soundness of the economy, at least pro- 
vided an improved psychological setting designed to 
encourage business to return to a higher level of opera- 
tions and banks to lend or invest. 
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Factors Affecting Earnings by Class of Bank 

BOSTON — In Boston, , commercial loan activity 
was characterized by a sharp drop during the first half 
of the year and a recovery of part of the decrease during 
the last quarter. Although sensitive to general business 
conditions, the drop in commercial loans was also in- 
fluenced by other factors, some of which may possibly 
suggest an eventual change in certain of the orthodox 
characteristics of bank lending. Not only was the reduc- 
tion of inventories and other business working capital 
requirements by the larger business units responsible 
for liquidation in commercial loans; but direct place- 
ments with insurance companies, security flotations, 
and an accumulation of undistributed earnings retained 
for business needs also provided funds for paying off 
loans, thus reducing the need for bank credit. 

The recovery in commercial loans during the last 
quarter of the year was caused to a large extent by the 
resumption .of borrowing by business units to meet 
seasonal needs. Among this group were foodstuff, tex- 
tile, and department store firms. Finance companies 
and utilities also increased their borrowing, and builders 
secured funds to finance construction of multi-family 
housing developments insured under FHA. 

Activity in special types of instalment loans to busi- 
ness and consumer credit to individuals showed a 
marked increase — about 16 per cent — during the 
year, most of which occurred during the last six months. 

Real estate loans, after a moderate drop during the 
first half of the year, rose throughout the fall and at the 
year end the total of these loans slightly exceeded the 
amount outstanding at the end of 1948. The increases 
in consumer and real estate loans, however, were not 
sufficient to offset the decline in commercial loans. 
Total loans at the year end were about eight per cent 
below the volume outstanding at the end of 1948. 

Funds released by repayment of commercial loans 
and by lowered reserve requirements were used by the 
Boston banks to increase their holdings of U. S. secu- 
rities. At the end of December, holdings were up 22.4 


ame 


MEMBER BANK EARNINGS, EXPENSES, AND PROFITS 
Federa iReserve District | 


(Amounts in Thousands of Dollars) 























____ BOSTON © A a OUTSIDE BANKS 
% Change % Change 
1949 During 1949 During 
rae re __ Year — ees es ee 
Earnings: 
Interest received on 
bonds and stocks} $16,973 +13.) $ 34,018 =09 
Interest received on 
loans and dis- 
DBA ao sisccas a4 22,562 ee 45,490 +12.5 
Service charges on 
deposits........ 1,879 + 7.2 7,645 +12.1 
Trust department... 6,279 + 37 5,687 +11.6 
All other income.... 949 — 5.1 | 8295 | +21.5 
Total earnings...| $53,642 + 3.2 $101,135 + 8.4 
Expenses: 
Salaries ond wages| $17,921 + 2.) $ 32,453 + 9.8 
Interest paid on time 
deposits......05 1,696 sale | 11,083 + 1,1 
All other expenses..| 14,370 +25 | 25,671 __ + 7.1 
Total expenses} $33,987 + 2.1 $ 69,207 + 7.3 
Net losses........+.] $ 3,805 _ +53.4 s_ 5,786 | —33.0 
Profits before in- 
come taxes.....| $15,850 om: $3 $ 26,142 +29.6 
Toxes on net in- | 
COME. .+eeeeeee| 4,045 = 07 | we __+17.6 
Net profits......| $11,805 — 25 | $ 18,571 +35.2 
Cash dividends......| $ 7,791 = Os $ 9,432 + 8.4 
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per cent for the year. The average maturity of securities 
held was materially shortened. The most. striking 
change was the reduction in holdings of bonds with 
maturities of five years or over and the substantial in- 
crease in holdings of bonds maturing within 5 years. 

The major source of earnings continued to be loans 
and they accounted for about 42 per cent of the total, 
slightly less than last year. Despite the decline in aver- 
age yields, the proportion of earnings on securities 
increased and comprised about one-third of the total. 
Rates charged business for bank credit advanced 
slightly during the first half of the year and eased 
during the last half, averaging about $9 of 1 per cent 
lower in September and December than in June. 

PRINCIPAL DISTRICT CITIES OUTSIDE BOS- 
TON —The changes in the composition of assets and 
behavior of commercial loans at this group of banks 
followed generally the pattern of the Boston banks. The 
decline in commercial lending was less severe during the 
first. six months of 1949 and at the end of the year the 
volume of commercial loans outstanding was about 
equal to the total at the beginning. As in Boston, the 
increase reflected improvement in general business. 

Real estate and consumer loans at these banks in- 
creased moderately but steadily throughout the year. 
Banks in this group hold a larger proportion of higher 
yielding real estate and consumer loans in relation to 
their total loans than the Boston banks. Earnings from 
loans increased both absolutely and as a proportion of 
total earnings. The banks used the reserves released to 
expand their loan volume and to increase their invest- 
ments. Holdings of U.S. securities were up 6.5 per cent 
for the year. 

“COUNTRY AREAS’ — Banks located outside the 
principal metropolitan areas in the district followed a 
generally different pattern of operations. Commercial 
loans declined only slightly in the first half of the year 
— probably a seasonal amount — and the increase 
during the fall was “normal.” The volume of these loans 
outstanding at the end of the year slightly exceeded the 
volume at the beginning. The expansion of the other 
important loan groups — real estate and consumer 
loans —- was the most impressive of any of the three 
groups of banks. Real estate loans and consumer loans 
increased Li and 30 per cent respectively. 

In part, the difference in behavior of commercial loans 
was probably caused by the practice followed by large 
corporations of reducing their receivables more than 
seasonally and thus shifting some of the burden of carry- 
ing inventories to small business and in effect to small 
banks. This factor, coupled with the characteristic 
rigidity of the sources and uses of funds of small busi- 
ness units and the closer personal relationship of this 
group of banks with their customers, probably accounts 
for the divergent behavior of loans. 

Working capital requirements of small business also 
seem to have been increased somewhat by the sharp rise 
in consumer credit. Small business does not have easy 
access to the security markets and consequently is pre- 
vented from exercising the alternative of funding bank 
loans which is available to larger business units. 

Country banks, contrary to the action of city banks, 
decreased their holdings of U. S. securities about $36 
million in the first half of the year. Part of this decline 
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Review 
BANK OF BOSTON 
MEMBER BANK CONDITION 


Federal Reserve District | 
(Amounts in Thousands of Dollars) 














BOSTON OUTSIDE BANKS 
December | % Change | December | % Change 
t, | from at, from 
1949 Dec. 31, 1949 Dec. 31, 
1948 1948 
Assets: 
Total reserves, cash 
and balonces....| $ 596,565 a ie $ 813,294 = Ee 
Total U. S. securities 1,057,063 +22.4 1,820,891 + 5.5 
Other securities.... 82,057 +99.9 257,987 +28.6 
Commercial and In- 
dustrial loans.... 455,499 —§47 372,771 = O72 
Real estate loons... 64,053 + 13 320,659 + 97 
Other loans to 
individuals. .... F 121,133 +13.1 275,506 +24.3 
All other loons. .... 79,122 + 1.3 78,555 +19 
Less reserve 


for bad debt 


losses, etc.....| $ 15,007 +13.9 $ 14,616 +50.4 
Total loans and dis- 























COUNTS. ..s00e 704,800 — 8.4 1,032,875 + 8.2 
Total loans and 

investments....| $1,843,920} +10.1 $3,111,753 + 8.0 
All other assets « 52,624 — 48 3. 50,635 + 6.0 
Total assets...) $2,493,109 + 5.) $3,975,682 + 5.4 

liabilities: 
Demand deposits...| $2,050,424 + 63 $2,573,258 + 8.4 
Time deposits. .... 188,267 + 0.3 1,058,567 —=_Es 
All other liabilities. . 41,050 14.6 27,345 +247 
Capital accounts.....| $ 213,368 + 2.1 $ 316,512 + 5.6 





represented an actual decrease in total assets and part 
an increase in loans. After June this group of banks 
used the funds released by the reduction in reserves to 
buy U. S. securities and to continue the expansion of 
loans. At the close of the year, holdings of U. S. securi- 
ties were five per cent above the amounts held in De- 
cember 1948. Earnings from U. S. securities accounted 
for about 30 per cent of the total, while the proportion 
from loans increased and amounted to about 45 per cent. 
This group of banks rearranged their holdings of U. S. 
securities and increased their commitments in bills, 
certificates, and bonds maturing within 5 years. 
Holdings of long-term bonds were sharply reduced. 


Charge-Offs, Dividends, Capital Funds 


Net current earnings before income taxes as a pro- 
portion of total earnings increased at both the Boston 
and outside banks, indicating that the average growth 
in earnings exceeded the growth in expenses. Practi- 
sally all items of expense showed small increases, but the 
larger outlay for salaries and wages was the most im- 
portant factor contributing to the increase in expenses. 
The rise in expenses was greater at the outside banks 
than it was in Boston. 

Higher net current earnings, lower net losses and 
charge-offs, and transfers to valuation reserves resulted 
in higher profits before income taxes. Despite higher 
taxes, net profits increased significantly at the outside 
banks. In Boston, however, despite moderately higher 
net current earnings, an increase in net deductions — 
caused in part by losses in foreign operations as a result 
of devaluation of currency units abroad — left taxes 
about the same as last year, and net profits were lower. 

Aggregate dividend payments were a little larger 
during 1949 than they were in recent years but re- 
mained conservative. Increases were most frequent at 
the outside banks. On the average, a little over half of 
the amount available for distribution was paid out. The 
balance was used to increase capital accounts and the 
growth in these accounts was greater outside Boston. 
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Seasonal Improvement in December 


SEASONAL FACTORS again tipped the regional employ- 
ment scales in December — but with more favorable 
results than in November. Total nonagricultural em- 
ployment in New England during December reached 
3,192,000, a gain of 1.5 per cent over the level of Novem- 
ber, but was still 5.0 per cent below that of December 
1948. Each broad category of employment — manufac- 
turing, nonmanufacturing, durables, nondurables — 
improved during the November-December period of 
1949, but the big gains occurred in trade and govern- 
ment. The apparel and leather industries also con- 
tributed to the upturn as they swung into production 
for the spring trade. 

Among manufacturers in New England the apparel 
group was the only one which employed more workers 
in December 1949 than in December 1948. On this year- 
to-year basis, there were decreases of 1.6 per cent in 
nonmanufacturing employment and 9.3 per cent in 
manufacturing employment in December 1949. The job 
decline in manufacturing extended throughout all of the 
durable-goods industries. More than half of the loss in 
nondurable-goods employment occurred in textiles. 

In early 1950, seasonal expansion of employment in 
consumer goods lines continued in New England, but 
there were restraining offsets in the further slackening 
of work on construction, the closing of a large watch 
company, and cutbacks in the woolen division of the 
textile industry. The level of continued claims for un- 
employment insurance rose during January, but on a 
weekly basis improvement appeared during the latter 
part of the month. Initial unemployment claims also 
dropped off toward the end of January. 

Construction contracts continued to be awarded in 
New England at an unseasonably high level in January 
1950. Awards totaled about $47 million and were 70.9 
per cent higher than those in January 1949. Among 
types of construction, the value of nonresidential awards 
was off about 33 per cent while residential awards rose 


almost 106 per cent; awards for public works increased 
more than tenfold. 

Orders received by Massachusetts manufacturers in 
December declined from their November level, accord- 
ing to the Associated Industries of Massachusetts. 
Orders in textiles dropped 12 per cent, metal trades 4 
per cent, and paper 17 percent; leather and shoes with 
an increase of 10 per cent was the only group to improve. 

The report of the New England Purchasing Agents 
Association had shown a setback in new orders in 
December, but recorded an improvement in January. 
Productive inventories reflected considerable stability 
in January. Finished inventories continued to decline, 
but appeared to be in a more balanced condition than 
they had been in several months. The percentage of 
companies following a hand-to-mouth buying policy in- 
creased slightly in January over that in the previous 
month, but most companies bought for one to three 
months ahead. 

At the turn of the year farm prices had dropped be- 
low parity for the first time in eight years, Spot primary 
market prices of commodities were generally lower than 
levels a year ago — metals showed the greatest net 
downward movement. Copper was off 21.4 per cent, 
zinc 41.8 per cent, and tin 24.8 per cent. The RFC con- 
tinued to cut the price of tin during January. 

Net changes in the spot primary market prices of 
textiles were small between January 1949 and January 
1950. Wool tops rose five per cent and print cloth in- 
creased six per cent; the price of raw cotton was five per 
cent lower and raw silk remained the same. 

The first 1950 raw wool sales brought steeply rising 
prices in Australia, New Zealand, and South Africa. 
Uneasiness over the price-rise caused widespread cau- 
tion in woolen and worsted mills. By the latter part of 
January many producers accepted orders only at prices 
to be determined later when the mills opened their fall 
1950 lines. 
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while public awards rose 11.1 per cent. from 7.5 per cent to 8.5 per cent. 
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Seasonal curtailment caused a decline of 14 per cent 
in shoe production in New England between October 
and November. During the year 1949 wholesale prices 
of shoes in the United States averaged 2.5 per cent 
lower than in 1948, 


COTTON 


New England’s share of national shoe production de- 
clined from 30.4 per cent in Oct. to 26-4 per cent in 
Nov. This share was 1.1 percentage points above that 
of Nov. 1948. The brunt of the latest decline fell on 
manufacturers in Maine. 
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‘Mill use of raw cotton in N. E. rose 2.9 per cent be- 
tween Nov. and Dec. 1949. However, consumption in 
1949 was 27.5 per cent below that in 1948. Whole- 
sale prices of cotton goods in the U. S. averaged 15.0 
per cent lower in 1949 than in 1948. oo 


DEPARTMENT STORE SALES 


Although New England produced only 0.5 per cent less 
paper and paperboard in Dec. 1949 than in Dec. 1948, 

roduction for the year was 9.6 per cent below that of 
oss. Wholesale prices of pulp and paper in the U. S. 
were 4.5 per cent lower in 1949 than in 1948, 
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Department store dollar sales in the last 3 months of 
1949 compared to those in the same period of 1948 fell 
6.1 per cent in the U. S. and 3.5 per cent in N. E. For 
the year 1949, U. S. sales were off 5.6 per cent and 
N. E. sales down 2.1 per cent. 
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New England department stores replenished their in- 
ventories last fall as business improved, In Dec, 1949 
stocks were about one per cent below those in Dec. 
1948, although for the whole year they averaged 5.4 
per cent lower than those in 1948. 
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